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The habit of distinctly realizing the future and providing for it, writes Marshall in his
Principles of Economics, has developed itself slowly and fitfully in the course of man’s
history. In economic models, this habit is usually captured by a time preference parameter –
the rate of time preference, which relates the utility of future consumption stream to current
utility. Most of the time, economic modelling considers this habit as an exogenous, time-
independent characteristic of consumers in clear contrast with Marshall’s statement.
However, individuals devote a lot of effort, especially through education and training
activities enhancing self-control, to withstand their desire for immediate consumption.
Our modelling strategy is based on an assumption that individuals can build up a stock of
personal capital, which is oriented towards the future and affects their future discount rates.
Personal capital includes past experience, training, education and habits that make individual
less impatient, and is costly to accumulate. Good habits are usually costly to accumulate. It
would be all the more true were we to reinterpret our model of infinitely-lived individuals in
an intergenerational context. Parents for example devote a lot of time and effort to teach
children to resist their desire for immediate consumption of sweets or to consider the
consequences of their acts on their future well-being. All these efforts aim at increasing
children’s ability to take account of the future, thereby decreasing their rate of time
preference.
In growth theory, there is a link between the rate of time preference and the steady state and
equilibrium dynamics of the economy. More patient individuals, for example, are predicted to
save more and to enjoy a higher level of welfare in the long run. How does endogenous
discount factors affect the economic equilibrium? In a small open economy, we consider
individuals who differ with respect to their innate ability to reduce their discount rate.
Individuals are innately more patient if they are endowed with a higher ability to reduce their
discount rate. Since the interest rate is given, individuals’ rates of time preference adjust to
the interest rate. Provided that the steady state is interior for all individuals, all individuals
therefore have the same rate of time preference in the long run, equal to the rate of interest.
Interestingly, the model show that individuals who are innately more patient have a lower
level of wealth and utility in the long run. The latter result stems from the complementarity
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